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State Taxes
Minnesota State Tax Collections

$33.9Billion in Fiscal Ye&2022

FY22 Revenue

(Million $)

Individual Income 16,873
Corporate Income 7,300
SalesUse 2,823
MinnesotaCare 986
Motor Vehicle 895
Other 834
Alcohol Beverage 788
Fuel 774
Deed Transfer 607
In Lieu of Property 604
Gross Earnings 404
Other Excise 216
Gambling 203
Unemployment 200
Estate 184
Statewide Property 105
Tobacco Products 69
Mortgage Registry 27

Table by House Research.
Data Compiled from Minnesota Management and Budge¢
November2022Consolidated Fund Statement.

Most state taxes are credited to the General Fund. Some, however, are dedicated in whole or in
part to other funds. Faxample, the Motor Vehicle Fuels tax is constitutionally dedicated to the
Highway User Trust Fund. The data shown here lists the full amount of projected collections for
all state taxes in fiscal ye2022 including those that do not go to the Generald-u
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Individual Income and Sales are by far the Largest State Taxes

Share of All Minnesota Taxes By Tax Type, FY 2022
Total Taxes are $33.9 Billion

Individual Incorme | /o.8%
sales-Use | - ' 5
Corporate Income _8.3%
Motor Vehicle [JJJlj2.9%
Fuel [ 2.6%
In Lieu of Property - 2.5%
Minnesotacare -2.3%
Statewide Property - 2.3%
Gross Earnings . 1.8%
Tobacco Products . 1.8%
Other Excise . 1.2%
Estate []0.6%
Mortgage Registry I 0.6%
Deed Transfer IO.G%
Gambling I0.5%
Alcohol Beverage IO.B%
Unemployment |0.2%
Other 0.1%
0% 10% 20% 30% 40% 50%
Share of Total Taxes (All Funds)
Graphic by MN House Resarch
Data from Minnesota Management and Budget. November 2022 Consolidated Fund Statement.
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The Individual Income Tax

Individual Income Tax Revenues and Distributiormak Burden

a. Revenues.The individual income tax is projected to raidéd billion in
revenue in fiscayear2023(MMB November 2022orecast).

Distribution of the individual income tax burden. The Depar t me 2021 o f
Minnesota Tax Incidence Studstimated how the income tax burden was distributed
across Minnesota household2l8 Updated estimates (based on a rreewe sample

and the Novembez023economic forecast) wibe released in early Mar@924

Because the income tax burden as a percent of income rises steadihe{rative0.6%
of total income for the poorest fifth of Minnesota households4% of income for the

richesttenthof Minnesota households (a@d®bo for the richest 1%), economists describe

the income tax asrogressivdax.

Thetopfifth of Minnesota households (ini58.53% of total income) were estimated to pay

74.7% of the tdal individual income tax i2016

Distribution of Individual Income Tax

by Population Quintiles

(2018)

Quintile Income Range Percent of Tax Paid Percent of Effective

Total Income (000G6| Total Tax Tax Rate
First $21,2350r less 2.8% -$45,911 -0.4% -0.7%
Second $21,23F to $39,804 6.9% $162,142 1.4% 1.0%
Third $39,805t0 $65,832 11.8% $840,578 7.4% 2.9%
Fourth $65,833to 19.9% $1,911,444 16.8% 3.9%

$113,534

Fifth Over $113,535 58.5% $8,515,123 74.8% 6.0%
Total All incomes 100% $11,383,375 100.0% 4.7%
Top 5% Over £35,073 319% $5,364,352 47.1% 6.9%
Top 1% Over $77,540 165% $3,083,507 27.1% 7.7%

Source: Minnesota Department of Reverfi@®1Tax Incidence Study

Rev


https://www.revenue.state.mn.us/tax-incidence-studies
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Income Tax Burden
Effective Tax Rates by Population Quintiles
(2018

First Quintile ($21,235 and Under) -0.7%
Second Quintile ($21,236 to $39,804)
Third Quintile (539,805 to $65,832)
Fourth Quintile (65,833 to $115,534)

Fifth Quintile ($115,535 and Above)

Income Quintile/Group

Top 5% ($235,073 and Above) 6.9%

Top 1% ($577,540 and Above) 7.7%

0% 2% 4% 6% 8%
Effective Rate

Source: Department of Revenue 2021 Tax Incidence Study.
Graphic by MN House Resarch/Fiscal.
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Income Tax Burden
Share of Tax Paidy Population Quintiles
(2018

First Quintile (521,235 and Under)

Second Quintile ($21,236 to $39,804)

Q.
>
©  Third Quintile ($39,805 to $65,832)
9
Q
g Fourth Quintile ($65,833 to $115,534)
o]
£
S Fifth Quintile ($115,535 and Above) 74.8%
=
Top 5% ($235,073 and Above)
Top 1% ($577,540 and Above) 27.1%
0% 20% 40% 60% 80%
Share of Total Income Taxes Paid
Source: Department of Revenue 2021 Tax Incidence Study.
Graphic by MN House Resarch/Fiscal.
3. Reliance on the federal tax.The Minnesota individual income tax closely follows the

federal individual income tax. It applies a progressive tax rate structure to taxable
income, a measure of net income that is adjusted for family size (by allaw#mendent
exemption) and is rested by a variety of deductions.

a. Taxpayers do much of the calculation of the tax base in filling out the federal
form.

b. The law incorporates federal law by reference.

C. Federal compliance and enforcement efforts generally flow through to the state

and vice vesa.

d. Policy implications. The heavy reliance on the federal tax has some important
policy implications.

I. Reliance on the federal tax makes it relatively easy for taxpayers to
comply with and for the state to administer the tax.

il. The state must regularly (elly annually) adopt changes made by
congress to keep in close step with the federal #2971 Minnesota
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5.

Supreme Court held that Minnesota could not automatically incorporate

January2023
Pages

future federal tax changes in defining Minnesota taxable incaifadlace
v. Commissioner of Taxatipn84 N.W.2d 588 (Minn. 1971). The court

concluded that this would unconstitutionally delegate legislative power to
tax to congress. The constitutions in some other states explicitly or by
court decision allow automatically linkage tax bases to change in federal

law.

iii. Mi nnesot aods

policy

options

state is in a sense captive to congressional decisions.

Minnesota tax rates and alternative minimum tax

ar e

a. Rates. Mi nnes ot aods sifontaxyea023ara X354, 6a30% 7.85%

and 9.85%

Minnesota Tax Rates and Brackets, 1993019

Brackets for married joint filers* 1998 1999 200012 201318 2019- present
$0 to $13,950 6% 55% 5.35% 5.35% 5.35%
$43,950to0 $174,610 8% 7.25% 7.05% 7.05% 6.80%
$174,610t0 $304,970 8.5% 8% 7.85% 7.85% 7.85%
Over $304,970 8.5% 8% 7.85% 9.85% 9.85%
* Brackets shown are &023levels; and are adjusted for other filing statuses
b. AMT. Minnesota also has an individual alternative minimum tax (AMT) that
uses a broader tax base and has a lower r@&49. . I f an indi

higher under the AMT than under the regular tax, the individual must pay the

AMT. The AMT typically affects taxpayers with large amounts of certain
deductions or preference items. The itemized deductions for property taxes and

home mortgage interest and accelerated depreciation are the tax preferences that
most often subject taxpayers to the Minnesota AMie 2006 tax law
substantially increased the AMT exemption amounts, and reduced the number of
taxpayers subject to the AMTHouse Research estimates that aboLb9

taxpayers arprojected to pay abou$.2million in AMT for tax year2023

Minnesota deductions and credits

a. Difference between deductions and crbts

I. Deductions. A deduction (al so

from taxabl

e

ncome.
marginal tax rate multiplied by the amount of theuwt#wn. As an
example, a taxpayer in tl985% bracket who qualifies for a $1,000

The

call ed

v al

i mi t

vVidu:
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deduction receives a tax benefit @0 from the deduction. Low
income taxpayers may not benefit from a deduction. A taxpayer whose
taxable income is reduced to zerofbgeral deductions and exemptions
would not benefit from the same $1,000 deduction.

i. Credits. A credit is a subtraction from tax liability. A nonrefundable
credit can be used to reduce liability to zero. A refundable credit,
contrastispaidtothéd i | er as a Arefundo i f the
liability. As an example, a taxpayer who has $500 of liability and
qualifies for a $1,000 nonrefundable credit has his or her liability reduced
to zero. In effect, this taxpayer only benefits from the $&00 of the
credit. If the credit were refundable, the filer would receive a $500 refund
in addition to having liability reduced to zero.

b. Minnesota additions

i. Minnesota requires various types of income to be added to federal taxable
income. These incled

(1) Interest from municipal bonds of another state or political
subdivision of another state (also federally-¢éacempt dividends
from mutual funds that invest in

(2)  Expenses deducted federally that are attributed to incomevrext t
by Minnesota

(3)  Additions resulting fronexplicitly not conforming to federal law:
a. Bonus depreciation deduction

b. Net operating loss carryov@XOL) adjustmentgor years
when Minnesota did not conform to more generous federal
NOL carryback rules

c. Numerouschanges included irecent federal tax law
changes to which Minnesota has not yet conformed

C. Minnesota Iltemized deductions

I Beginning in tax year 2019, Minnesota established its stanmdard
deduction amount argkt of itemized deductionFaxpayers may elect to
itemize their deductions or claim the standard deductiamn.tax year
2023 the standard deduction amounts are as follows:

Q) Married taxpayers filing joint returns and surviving spouses:
$27,650
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(2) Single txpayers and married taxpayers filing separatels, &5
(3) Head of Household taxpayer2@800
il. Under current lawiMinnesotaallows the following itemized deductions:
(1) Taxes paid:Up to $10,000 of property and certain foreign taxes
paid.
(2) Charitable contributions: Allowed under federal law, up to 60
percent of FAGI.
(3) Interest: Mortgage interest and investment interest allowed as a
federal deduction.
(4) Medical expensesin excessofenper cent of t he
FAGI.
(5) Unreimbursed employee expensesn excess ofwo percent of
the taxpayerods FAGI
(6) Losses:Personal casualty and theft losses in excetangfercent
of the taxpayerdés FAGI
(7)  Miscellaneous deductionsMiscellaneous deductions allowed
federally.
ili. Income-based limitation on standard and itemized deductions
Mi nnesotads itemized and standard

based limitation.For most taxpayers, the limit begins with FAGI above
$220,650in tax year2023(for married couples filing separately, the
threshold is half that amount¥tate law reduces the itemized and
standard deductions of taxpayerstbseepercent of FAGI above the
threshold, up to 80 percent of the deduction amount

d. Minnesota Subtractions

In addition to the standard and itemized deductibhisnesota allows
various statesubtractions Taxpayers may claim these subtractions
regardless of their decision to itemize their deductions or claim the
standard deductionThese include:

(1)

Subtractions required by federal law:
a. Interest on U.S. government obligations

b. Railroad retirement benefits

t axop

de



Background Information for members the House Committee on Taxes January2023
House Research Department and House Fiscal Andhegiartment Pagell

c. On-reservation earnings of members of an Indian tribe

d. Pay for active service performed in Minnesota by
nonresident members of the military

(2) Subtractions required by not conforming to fiedéaw:

a. Portion of bonus depreciation added to MN taxable income
in previous years

b. Net operating loss carryover adjustments
(3) A portion offederallytaxable Social Security benefits.
4) K-12 education expenses (discussed more under-ttiedfedit)

(5) Charitablecontributions: taxpayers who do not itemize at the
federal level may deduct 50% of charitable contributions that
exceed $500.

(6) Military pay
a. for activeduty performedby Minnesota residents

b. for National Guard and reserve active service, training, and
adminstrative functions (AGR)

(7)  Military retirement payincluding survivor benefit payments

(8) Elderly subtraction

(9) Up to $10,000 of unreimbursed expenses related to organ donation
(10) Gain on sale of farm property if taxpayginsolvent

(11) Foreign tax payments thakceed the federal foreign tax credit

(12) Postservice education awards for service in AmeriCorps

(13) Interest earned in firdtme homebuyer savings accounts.

(14) Reciprocity subraction (residents of Michigaand North Dakota)

(15) Railroad expenses for which the fedemlroad track maintenance
credit is claimed (Because the federal credit is in lieu of the
business expense deduction, taxpayers would otherwise not be
allowed to deduct these expenses in computing Minnesota tax
that is, these expenses are not reflectedflected in federal
taxable income.)
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(16) Up to $3,000 in contributions by a married joint taxpayer to a
section 529 college savings account ($1,500 for other taxpayers).
The subtraction is limited to individuals who do not claim the 529
credit.

(17) Business expenses of medical cannabis manufacturers.

(18) Deferred foreign income recognized under section 965 of the
federal Internal Revenue Code.

(19) Global Lowtaxed Intangible Income (GILTL)
(20) Mileage reimbursements paid to volunteer drivers.
e. Nonrefundable Minnesota Credits

I Marriage penalty credit. Designed to offset the penalty implicit in
Mi nnesotads r at e Azsan exaniple,andax geB023 t r uct u
single filers pay 5.35% on the firs8@&,0700f taxable income, while
married joint filers pay 5.3 on the first 83,9500f taxable income.
Without the marriage penalty credit, two people each with taxable income
of $26,520would pay lower tax as single filers than if they married. As in
this example, the rate and bracket structure imposes thetlpegesty on
married couples with relatively equal incomes; these couples qualify for
the largest credit. Taxpayers determine their credit using aupa&ble
in the tax instructions. The credit
income, and the eaed income of the lessearning spouse. Earned
income is defined to include taxable pension and social security income,
since those types of income are tied

The maximum credit depends on the income tax rates int @ffacgiven
year; for tax yeaR022 the maximum credit i$1596. Total marriage
peralty credits for fiscal yea2023are projected at3.8million with
approximately433,000filers qualifying for creditsannually?

ii. Credit for taxes paid to other state Resident taxpayers pay tax on all of
their income, even if it is taxable in another state. If they pay tax on some
of their income in another states (e.g., they earned income in another state
or had investment income sourced to another state), theyl@armed a
credit against their Minnesota tax for taxes paid to the other Sthte.
credit is intended to prevent this income from being subject to double
taxation. A recent U.S. Supreme Court decision held that state taxes (if
they tax all of the incomof their residents, not just-gtate income) must

'Projections of the cost of this and other 2022edits ar
2025Tax Expenditure Budgetavailable ordine athttps://www.revenue.state.mn.us/sites/default/files/2022
02/2022%20Tax%20Expenditure%20Budgetdd.p
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allow a credit like this (or a similar mechanism) to prevent income fer out
of-state sources being taxed more heavily than that frestate sources.
Comptroller v. Wynnel35 S. Ct. 17872015).

iii. Long-term care credit. Taxpayers may claim 25% of losigrm care
insurance premiums paid as a credit, up to a maximum of $100 per
beneficiary ($200 for married couples filing joint returns). The credit is
only allowed for premiums that are noaiched as an itemized deduction
for medical expenses at the federal level. Before tax year 2000, policies
had to include inflation protection in order to qualify for the credit. For
tax year 2000 and following years, a taxpayer only has to have been
offered inflation protection when purchasing the policy in order for the

policy to qualify.

Taxpayersare projected to clairfl1.9million in long-term care credin
fiscal year2023, with approximateh80,300 filers claiming the credit
annually.

iv. Transit passcredit. Taxpayers may claim a credit equal to 30 percent for
the cost of transit passes provided to their employees. The credit applies
to the employerds subsidy in providi
between the coshatthe employer incurs veus what it charges the
employee).This credit is estimated to reduce revenuekeby than
$50,000for FY 2021for approximately430filers.

V. Credit for past military service. Retired members of the military thi at
least 20 years of service who sepated due to a disabiligre alloweda
$750 credit. The credit is phased out for taxpayers with adjusted gross
income (including military retirement income) in excess of $30,000.
About 1,500filers are projected to claim about@,000in credits in
fiscal year2023. Individuals claiming the subtraction for military
retirement pay are not allowed to claim this credit.

Vi. Research credit. The 2010 Legislature extended the longstanding
research credit (often referred to as the research and development credit)
under the corporate franchise tax to shareholders of S corporations and
partnerships (including LLCs taxed as partnerships) subjdieeto
individual income tax. (The credit does not apply to sole proprietors,
though.) The 2010 legislation also made the credit refundable. The 2013
legislature eliminated the refundability of the credit, making it once again
a nonrefundable crediffThecr edi t 6s cal cul ati ons ar
federal credit, which applies to increases in expenditures for qualifying
research over a base amount. The credit rate is 10 percent of the first $2
million of qualifying expenditures and 2.5 percent of dn@ount over that.
Qualifying expenses are largely for cost of paying employees (and for
their supplies) who are engaged in qualifying research. (Purchases of
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long-lived equipment does not qualify.) The estimated cost of credit for S
corporations and parerships in FY2023 is $36.2 million.

Vil. Credit for sales of agricultural assets to a beginning farmer The 2017
legislature enacted a nonrefundable credit for taxpayers who sell or rent
agricultural assets to a beginning farmé&he credit is calculatedalsed on
the value of the asset or the amount of rental incohe. credit is capped
at $5,000,000 in tax year 2018 and $6,000ja@G0ture years The credit
sunsets in TY 2023The Department of Revenue estimates that the credit
will reduce revenues §2.3 million in FY 2023. Approximately500
returns claimed the credit in tax yea2R0

viil. Beginning farmer managementcredit. The 2017 egislature enacted a
nonrefundable credit of up to $1,500 for beginning farmdrs
participate in a financial management prograktaxpayer may claim the
credit for up to three years while participating in the prograime credit
is effectivein tax year 201%nd sunsets in TY 2023 he Department of
Revenue estimates that ttreditwill reduce revenues byL#00,000in
FY 2023. Approximately J0 returns claimed the credit in tax yeaf@0

IX. Student loan credit. The Minnesota Student Loan Tax Credit is a
nonrefundable credit for payments of principal and interest on eligible
higher education loandndividuals with one or more qualified education
loans may claim the credit to reduce their Minnesota income tax liability
by up to $500.The credit was enacted by the 2017 Legislature, effective
beginning in tax year 2017.

The Department of Revenesimatesthat the credit wilkeduce revenues
by $24.3million in fiscal year2023. About 52,000 returns claimed the
credit in tax year 2I0.

X. College Savings (529) CreditMi nnesot aés Section 529
nonrefundable credit for contributions te@llege savings account
established by any state under section 529 of the Internal Revenue Code.
The credit equals 50 percent of contributions, up to a maximum of $500.
The maximum credit is phased out as income increases with varying
thresholds for indiduals and married joint filersThe credit is fully
phased out for individuals with AGI in excess of $100,000 and married
couples filing joint returns with income in excess of $160,000.

The Department of Revenestimateghat the credit will educerevenues
by $7.2million in fiscal year2023. About 23,500 returns claimed the
credit in tax year 220.

Xi. Credit for a teacher compOl7zeti ng a ma
| egi sl ature enacted a credit for tea
a A c oné e nother#andeaahing @edagogy.The credit is
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allowed for teachers who begin a degree program in fall 2018 or later, and
is earned upon completion of the prografime maximum credit is

$2,500, and is allowed onc&@he Department of Reveatestimates the

credit will be$100,000 in fiscal yeaR023.

f. Refundable Minnesota Credits.

I Working Family Credit. The working family credit, like the federal
earned income credit, provides a wage supplement equal to a percentage
of the earnings of lovincome individuals. Up until tax year 1998, the
working family credit equaled a percentage of the federal earnethen
tax credit. In 1998, Minnesotiecoupledhe working family credit from
the federal credit, in order to structure the state credit to decrease the work
disincentive facedbylow ncome f il ers | eaving the
assistance prograrn 2014, Minnesota restructured its credit to be more
like the federal creditncome eligibility for the federal and Minnesota
credits are the same; everyone eligible for the federal credit is also eligible
for the Minnesota credit.

The amount of the credit drihe incomebased phaseout of the credit

depend on a taxpayeros filing status
childreno cl aimed by the taxpayer. T
credits and income at which the credit is fully phasedfoutax year
2021
Tax Year 2023Amounts
Maximum Credit Income at which creditis
fully phased out

Married couples filing joint returns

No Children $316 $32,315

1 child $1,267 $53,545

2 children $2,444 $60,508

3+ children $2,834 $64,558

All other taxpayers

No Children $316 $25,695

1 child $1,267 $46,925

2 children $2,444 $53,888

3+ children $2,834 $57,938

Both the maximum credit amount and the credit phaseout are indexed
annually for inflation.

In tax year2021, about393000recipients claimed credits with an average
credit amount of $79. A total of £27.7million in working family credits
are projected to be paid in fisgaar2021
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K-12 Education Credt. A credit is allowed for qualifying KL2

education expenses. The credit equals 75 percent of qualifying education
expenses. A maximum credit of $1,000 per child for each child in grades

K-12. The credit is subject to an

incomebased phaseout that ia
at $33,500 of income. For families
claiming the credit for one or two
children, no credit is allowed for
incomes over $37,500. The
income limit increases by $2,000
for each additional child claimed.
The maximum credit amounts and
income phaseout ar®t indexed
for inflation.

K-12 education expense deduction

In addition to the credit, a deductio
for K-12 education expenses is
allowed. The maximum deduction
is $1,625 for each child in grades K
6, and $2,500 for each child in
grades 712. The benefit depends
upon the tax rate; a taxpayer in the|
top bracket (9.85%) would derive a
$246 benefit from a $2,500
deduction. Taxpayers may not

claim both the deduction and the
credit for the same expenses. The
same expenses qualify for the
deduction as for the credit, with the
exception that nonpublic school
tuition qualifies for the deduction.

Qualifying K-12 education
expenses include academic
tutoring, academic books and
materials, fees paid for
transportation, music lessons and
rentalor purchasef instruments,
afterschool enrichment programs and academic sumamps, and up to
$200 of computer hardware and educational software.

In tax year2019 about32,220recipients claimed the crediDOR
projects that taxpayers will claimtatal of $.7 million in K-12 education
credisin fiscal year2023

Dependent carecredit. The Minnesota and federal dependent care
credits partially offset the cost of child care for certain workers. The
maximum Minnesota and federal credit is $1,050 for one child and $2,100
for two or more childrenThe dependent care credit uses definition of
gualifying expenses under the federal dependent care credit. The
Minnesota credit differs significantly from the federal credit, however.

The federal credit is not refundable and is claimed mainly by middle and
upper income taxpayers. @Minnesota credit, by contrast, is refundable
and limited to lower income families.

Thestate crediiequals the federal credit for which the claimant is eligible,
subject to an incombased phaseout. While all filers with tax liability and
gualifying expenses may claim the federal credit, the state credit is fully
phased out for filers with higher incas In tax yea2023 the phaseout
begins when adjusted gross income exce&8230and the credit is fully
phased out when income reach&4,810for claimants with one
dependent, and38,210for claimants with two or more dependents. The
income threshold for the phaseout is adjusted each year for inflation.
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In tax year2021, about38,200recipients claimed the crediA total of
$20.9million in dependent care credits are projected tpdid in fiscal
year2023

iv. Combat zone nilitary service credit. Allows a refundable credit of $120
for each month served in a combat zone or qualified hazardous duty zone
during the tax yearAbout 1,500claimed the credit i202Q An
estimatedb700,000in credis will be paidin fiscal year2023

V. Stillbirth credit . The 2016 legislature enacted a refundable coddit
$2,000for the parents of a stillborn childDOR estimates the credit will
reducerevenues by 400,000 in FY2023 Approximately 200 returns
claimed the credit in tax year 2020.

Vi. Refundable credit for taxes paid to WisconsinnMi nnesot adés <c¢cr ed
taxes paid to another state is not refundalblee 2017 egislature enacted
a refundable credit for taxes paid to Wisdanslhe credit applies to
personal service income (such as wages) ohhe credit only applies if
no tax reciprocity agreement is in place with Wisconsin; the credit
effectively mimics the tax treatment under reciprociDOR estimates the
credit will reduce revenues by $nillion in FY 2023

Vil. Film credit. The 2021L egislature enacted a temporaeyundablecredit
for the production costs of films produced in Minnesdthe credit was
effective for tax years 2021 to 2024, and was allowed fqre28entof
eligible production costs.

viii. Minnesota housingtax credit. The 2021 egislature enacted a
temporary refundable credit foontributions made to a newly established
housing contribution fundThe credit is effective for tax years 2023 to
2028, and igqual to 8%ercentof the amount contributed to the housing
fund.

iX. Smal | business investment . Enacedint ( AK
2010, the angel creditlaws a credit for investments in Minnesota small
businesses up ®&250,000 fomarried jointfilers or $125,000 foother
filers. The credit is capped for a certain amount each yBais credithas
been extended on a temporary basis over the years by the legiatatuse
expired for tax years beginning in 2023.

6. Modeling capabilities. Both Hause Research and the Fiscal Analysis Department use
the House Research Income Tax Simulation (HITS) model to prepare estimates of the
effect of changes to the income tax system. The model uses a sample of income tax
returns and the growth assumptions miaddée most recent economic forecast prepared
by Minnesota Management and Budg®tinnesota Management and Budget, the
Department of Revenue and the Minnesota Senate use the same model to thgtimate
impact ofincome tax changemnd in preparation of ate revenue forecast3ypes of
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changes that can be modeled include changes to the rates, exemption amounts,
deductions, and changes to the various credits.

7. Historical Highlights

a. 1933: Enactment. Tax was first enacted in 1933 with rates ranging fromd %
5%. Minnesota was one of the first statesrtact an individual income tax,
although a few states enacted income taxes (and repealed them) ifi the 19
century. Some featuresf the original Minnesota tax

I One rate schedule was used, i.e., no sep#liatpstatuses for married
couples, singles, and so forth. Each individual paid tax on his or her own
income.

il. Federal income taxes were deductible.
iii. A large number of itemized deductions watewed
V. Personal credits were provided, rather than the eklemamounts.

b. 1961: Withholding tax. Withholding tax was imposed in 1961. Before
enactment of the withholding tax, all filers were required to directly pay the tax.

C. 1961: Tying tax to the federal tax.In 1961, the tax was first directly linked to
thefederal income tax by adopting federal adjusted gross income as the starting
point in computing the tax base.

d. 1970s: Rate ChangesVarious surtaxes and rate increases were imposed over
t he year s. The AMi nnesota Miracl eo
increase in the rates. At one point during the 1970s the top rate was increased to
18%, although this rate was repealedbeit went into effect. A top rate of 17%
applied for a period of time in the 1970s; federal taxes were deductible, though.

e. 1979: Indexing. The 1979 Legislature indexed the tax bracket, standard
deduction, and personal credit amounts for inflation.

f. Early 1980s: Temporary rate increasesTemporary surtaxes were imposed
during the recessions in the early 1980s, to help make up for downturns in state
revenues.These surtaxes were repealed when the economy recovered from the
recession.

g. 1985: Closer conbrmity to federal tax. The 1985 Legislature made major
changes, including:

i Substantial rate reduction

n
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h.

Federal filing status rules (Before 1985, the Minnesota tax applied on an
individual bases; with the adoption of federal filing status rules, the
possillities of marriage penalties and bonuses were created)

Optional rate schedule with lower rates and no federal tax deduction

1987: Tax reform. In the wake of the 1986 federal tax reform, the 1987
Legislature dramatically restructured the tax. The chaimgguded:

Adopted FTI as the starting point for the Minnesota calculations. This had
some important effects:

(2) Eliminated personal and dependent credits in favor of personal and
dependent exemptions

(2)  Eliminated the federal income tax deduction (at plomt, the
deduction was an option that subjected the taxpayer to a higher rate
schedule)

(3)  Adopted all the federal rules for itemized deductions

(4)  Eliminated a number of state deductions, such as the pension
exclusion, the deduction for military pay, and updémgment
compensation exclusion

(5)  Adopted federal tax reform changes, including the new passive
loss rules, and the repeal of the 60% exclusion for capital gains and
the sales tax deduction

(6) Major simplificationi the tax was now reported on one page form
with  consi derabl e fAwhite spacebo

Reduced taxratdést op r at e was now 8% (with #fAb
marginal rate of 8.5% to some taxpayers)

1991: Working family credit and rate increase.In 1991, the legislature
increased the top rhbkeedp 8ndadapuedt i
family credit (Minnesotads earned incom
federal earned income credit. It has been increased in later legislative sessions so

that the average working family credit claimed in Mirotagor 2010 wasabout

31% of the average federal earned income credit claimed in Minnesota.

19971998: Property tax rebates.In 1997 and 1998, the individual income tax
system was used to provide large (about $500 million each) property tax rebates.

1997: K-12 credit. In 1997, the refundable credit for K2 education expenses
was provided, effective in 1998. In 2001 (effective for tax year 2002), the credit
was limited to 75 percent of qualifying expenses.
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l. 19992000: Rate reduction.In 1999 and 200, the legislature enacted
substantial acrosthe-board cuts in the tax rates. The bottom rate was reduced
from 6% to 5.35% and the top rate from 8.5% to 7.85%.

m. 1999: Marriage penalty credit. The 1999 Legislature enacted the marriage
credittoaddress he fAmarri age penaltyo that resul
between the married and single rate brackets (as described abov8.arider

n. 2000: Transit pass credit. The 2000 Legislature enacted this credit to
encourage employers to subsidize transit passes for their employees.

0. 2006:Bovine Tuberculosis Testing Credit and Military Service Credit. The
2006 Legislature enacted the Bovine Tubessid Credit in response to the
appearance of Bovine TB in the state; feeder cattle must be tested before being
shipped out of state until the federal government declares the state free of the
disease. The military credit equals $59 for each month ofcgeirvia combat
zone of qualified hazardous duty area, retroactive to September 11, 2001.

p. 2008: Credit for past military service, motor fuels credit, and expansion of
military pay subtractions (all effective in tax year 2009) The 2008_egislature
enacteda new credit for military retirees, phased out for those with income over
$30,000. Itincluded in the Transportation Finance Law a credit intended to at
least partially offset the motor fuels tax increase on taxpayers in the first income
tax bracket. lalso provided new subtractions for military pay for training in
Minnesota, and for active service performed by Minnesota residents in Minnesota.

g. 2009 Section 125 health insurance creditThe 2009 egislature enacted the
section 125 health insurance ctddr moderate income individuals who enrolled
in these plans and did not previously have health insurdhcecredit was
repealed by 2011 legislature.

r. 2010 Angel investment credit, research credit, historic rehabilitation credit.
The 2010 Legislaturenacted two refundable new credits, the angel investment
credit and the historic rehabilitation credit, and extended the existing corporate
franchise tax credit for research and development to S corporations and
partnershipsinder the individual incomexaredit In addition, the research
credit was made refundable. To finance the cost of these new creditsttre
fuels credit was repealed.

S. 2011: Mixed messages ofederal conformity. The 2011 legislature chose not
to conform to the federal extensiofithe increased standard deduction for
married joint filers, or to the extension at the federal level of the elimination of
both the phaseout of personal and dependent exemptions and the limitation on
itemized deductions. But the legislature did comeklinto conformity on the
higher education tuition deduction and the educator classroom expense deduction,
and, for tax year 2011 only, modified the working family credit parameters to
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match the federal extension of the earned income credit phaseowrfadn
filers.

t. 2013:Fourth (higher top rate) bracket adopted; no conformity. The 2013
legislature adopted a fourth tier bracket with a rate of 9.85% that applied to
married joint filers with taxable incomes above $250,000 and chose not to
conform to chages in federal taxable income that Congress enacted in 2012.

u. 2014:Retroactive conformity. The 2014 legislature reversed the decision of the
2013legislatureto not conform on numerous of the federal provisions, retroactive
to tax year 2014, and prospeetiy for other provisions (e.g., the higher standard
deduction for married joint filers).

V. 2015:0ne year of conformity. The 2015 legislature adopted conformity for
federal changes through 2014, the only tax bill that was enacted into law during
the 2015 sssion.

w. 2016: Subtraction for military retirement pay . The 2018egislaturedid not
enact a tax bill (as a result of the go
but did enact in a supplemental spending bill the subtraction for military
retirementpay, the stillbirth credit, ané oneyear extension of the angel
investment credit with a $10 million annual limit for tax year 2017.

X. 2017:Conformity and newtax expenditures The 2017 legislature enacted an
early conformity bill on January 12, as well as an omnibus tax bill during the May
special sessionThe omnibus tax bikignificantly expanded a number of
individual income tax expenditure3he bill included four new subtractions,
including a partial gbtraction for taxable Social Security Benefitsalso
includedfive new nonrefundable credits for college savings account
contributions, student loans, beginning farmers, and teachers who complete
ma st er 6 sThedbél gnacted & new refundabledit for taxes paid to
Wisconsin, and expanded the refundable working family credit, dependent care
credit andthe research and developmerddit.

y. 2018: Nonconformity to significant federal tax changesCongress enacted the
Tax Cuts and Jobs Act (TCJAK) December 2017TCJA made a number of
significant changes that affected the calculation of federal taxable income (FTI),
which is the starting poi ntThéhldimitsth nnes o
and repealed certain itemized deductions, repehe personal and dependent
exemptions, increased the standard deduction, and made numerous changes to the
tax treatment of pagdrough businessed.he 2018 legislature passed two bills
conforming to these changes and significantly restructuringate teix system,
but the bills were vetoed by the Governds a result